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KEY ECONOMIC INDICATORS: ITALY 
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BALANCE OF PAYMENTS AND TRADE 


Net Reserves (Official reserves plus net 


foreign position of Banks) (7/72) 5 5683.9 
Balance of Payments (7/72) +382.5 
Balance of Trade (7/72) -1,895.1 
Exports, FOB (7/72) 14,1942 

U.S. Share 1,455.1 
Imports, CIF (7/72) 16,089.3 

U.S. Share 1,663.0 


13,215 M.T.,5 $ 15.0. 


ease of indices, 





6,516.3 
4841.6 
-919.7 
16,094,1 
1,579. 
17,013.8 

1,531.2 


_ 


2/ Daily average SOURCES : ISTAT, Bank of Italy, Treasury 


Exchange rate as of report date 





unless otherwise indicated. U.S. $1.00 = Lire 581.50 
Cumila- % 
Item & date of most recent data shown 1970 1971 tive Change 
1972 1/ 
INCOME, PRODUCTION, EMPLOYMENT 
a ent ces 100,107 108,191 8.1 

GNP at Constant (1963) Prices , 77,548 1.4 
Per Capita GNP, Current Prices $1,837 $1,973 7.4 
Plant & Eqpt Invest at Const (1963) Prices 4,820 4,745 -1.6 
Indices: (monthly averages) 

Industrial Production (1966=100)(7/72) 2/ 127.2 123.9 as FL 
Avg. Labor Productivity (1966=100) 122.9 126.3 2.8 
Avg. Industrial Wage (1966=100) (8/72) 141.2 158.0 169.7 8.5 
National Income at Current Prices 81,125 88,115 8.6 
Employment ('000) (7/72) 18,955 18,893 18,490 -2.4 
Avg. Unemployment Rate, as % lab.for.(7/72) 3.1% 3.1% 3.0% 

MONEY AND PRICES 

Money Supply (5/72) 53,496 63,465 64 302 16.5 
Public Debt Outstanding (6/72) 18,468 22,516 22,659 13.3 
Domestic (6/72 16,670 20,664 21,098 17.6 
External (6/72 1,798 1,852 1,561 -2h.0 
External Debt Service Ratio 0. 2.1! 3.0% 
Interest Rate (Central Bank) (10/72) 5.5% 4.5% 4 .O% 
Indices: (monthly averages) 

Retail Prices (1970=100) (8/72) 100.0 104.8 109.3 5.1 
Wholesale Price (1970=100) (8/72) 100.0 103.4 106.2 3.1 


6,224.6 -h.6 
-351.5 
-200.1 
10,660.1 17.9 
1,033.6 13.4 
10,860.2 10.4 
963.6 0.7 


Main Imports from U.S. (Jan-June 1972): Machinery and Equipment 42,689 M.T., $ 237.6; 
ats 372,025 M.T., $ 97.4; Aircraft and Parts 962 M.T., $ 78.8; Oil Seed and 
Cake 553,864 M.T., $ 70.3; Feeds and Grains 971,213 M.T., $ 60.3; Coal 1,490,366 

M.T., $ 36.8; Paper Pulp, Paper, Paperboard and Manufactures 191,988 M.T., 
$ 35.9; Iron and Steel Products 176,871 M.T., $ 22.8; Copper and Copper Alloys 


i/ Percent change full year 1971 over full year 1970; where 1972 data is 
indicated, comparison is with comparable 1971 period or 1971 average in 
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ITALY 


Summary 


The Italian economy shows increasing signs that the mild recession 
of the past two years is nearing an end. Industrial production, 
investment, and consumer demand show signs of improving. Italian 
exports continued to show strong growth during 1972, while imports 
have increased more rapidly recently as domestic demand has strength- 
ened, Business is more optimistic concerning the short-term outlook. 
Major areas of doubt and uncertainty remain, however, over wage 
negotiations scheduled for the next few months and over continued 
inflationary pressures. 


United States exports to Italy should be stimlated by improved 
business conditions and benefit both from the modified currency 
relationships of the past year and the favorable U. S. price 
performance. Efforts by firms to improve their productivity, major 
investments in southern Italy, and continued efforts to accelerate 
the rate of investment both by the government and public companies 
all should offer export possibilities to American firms, 





A. Current Economic Situation and Trends 


1. Short-term Outlook Improved 


The pace of economic activity at the outset of the fall has definitely 
begun to quicken in Italy. After a somewhat disappointing spring, 
most economic observers now feel that there are clear signs that 
Italy's mini-recession of the past two years has now almost run its 
course. An official government report issued on September 30 pre- 
dicted growth of Gross National Product in real terms in 1972 of 

3.5 percent, assuming economic conditions continue favorable for the 
rest of the year, with industrial production up some 4 percent. 
Other private forecasts have suggested that Italian growth this year 
would be at least 4 percent, which while below the average annual 
growth of 4.9 percent achieved during the decade 1961-1971, would be 
well above the 1.4 percent recorded in 1971, the poorest for Italy 
in the postwar period. Initial expectations for 1973 are for growth 
in excess of 5 percent. 


The establishment in June after national elections of a coalition 
government headed by Prime Minister Andreotti and including represent- 
atives from his Christian Democratic party, the Social Democrats, and 
the Liberals, and enjoying the support of the Republican party, seemed 
to imbue business with a degree of confidence despite the very thin 
majority enjoyed by the coalition in Parliament. Thus, in mid- 
October the business climate seems to be clearing but with scattered 
clouds still on the horizon. 


The public sector through fiscal poliey tools has made a major effort 
to impart an expansionary impetus to the economy. Government expendi- 
tures are budgeted in 1973 to rise significantly. But rapid spending 
on public sector capital projects involves rather long lead times, so 
that its impact will only be felt after considerable delay. Thus, 

while State-owned corporations are expected to increase their invest- 
ments by 21 percent in 1972, this is far less than had been hoped for 


some months ago. 


Major continuing weaknesses in the Italian economy are private investment, 
such specific sectors as construction and textiles, and inflationary 
pressures. Private investment should increase as firms see the need 

to invest in new plants to reduce costs and to meet growing consumer 
demand, Also, increased sales and use of available capacity should 
reduce per unit costs and help to re-establish profit margins. 


Monetary authorities have also assured that ample liquidity is present 
in the banking system, and long-term interest rates have fallen somewhat 
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since earlier this year. But, the overriding factor in explaining 
weak investment activity is derived not so much from credit avail- 
ability as from the uncertain economic and political climate. 


Data on industrial production in September is not yet available but 

the preliminary index for August was up 8.8 percent over the same 1971 
month, and for the January-August period 3 percent above the comparable 
period last year. August is the peak vacation month in Italy and thus 
production data for that month is not necessarily indicative. However, 
data through July reveal particularly strong seven month results for 
automobiles (+10.4 percent) and steel (+16.8 percent). The important 
chemical industry is passing through a difficult transitional phase 
with excess capacity and much discussion of restructuring. 


Agriculture has suffered this year from adverse weather conditions and 
as a result farm output may decline marginally compared with 1971. 
Private consumption should rise as a result of significantly higher 
disposable income from increased pension payments and rising wages, 
and restored confidence in the employment, social, and political 
outlook. 


Prices have been up significantly with particularly strong pressures 
occurring in August when the official consumer price index was up 6.0 
percent from August 1971; the wholesale index rose 3.6 percent; and 
the index of the cost of living of a worker in an urban area increased 
5.6 percent. A round of food price rises, particularly meats, took 
place at the end of the vacation season and was widely noted by the 
housewife and the press. The Government of Prime Minister Andreotti 
has expressed its hope that public utility rate increases can be 
avoided and is attempting to prevent a sharp increase in the cost of 
living when the value-added tax is introduced in January by phasing 
the tax on basic food products over a three-year period. A brief 
experiment in price control undertaken in Rome early in September was 
replaced later that month with an effort by merchants to adopt self- 
regulatory measures by proclaiming uniform prices for widely traded 
food items. However, Italy's fragmented distribution system raises 
costs to all concerned and makes containment of price pressures 
difficult. 


Export receipts rose some 12 percent and import payments were up 16 
percent during the first eight months of 1972, while a sharp rise in 
tourist receipts contributed to a surplus on the current account of 
over $700 million. However, the capital account and errors and 
omissions were in larger deficit so that there was a modest global 
deficit for the period. Following the "floating" of the British 
pound in June, the lira came under some pressure but as a result of 
various defensive measures Italy's September net official gold and 
foreign exchange reserves remained close to their June level. 








A major uncertainty affecting the Italian economy throughout 1972 
has been the need to renegotiate the labor contracts affecting 
nearly 5 million workers in some of Italy's key industries. Many 


of these same contracts were concluded three years ago after the 

"hot autumn" of labor strikes and tensions and had led to significant 
increases of unit labor costs and to major wage gains for industrial 
workers. One major contract, affecting 300,000 chemical industry 
workers, was concluded in October after intervention by the Labor 


Minister at a key stage of the negotiations. The resulting three- 
year contract has been deemed sustainable by management and may set a 
favorable pattern for other upcoming negotiations, including the even 
more important metal-working category. 


Employment has not yet in 1972 fully responded to the moderate upswing 
in economic activity and in certain sectors and firms significant lay- 
offs have occurred. Jobs have not been available in sufficient number 


to meet the needs of new entrants into the labor force. The number of 
workers placed by their employer on short time, with the difference 


between their normal take-home pay covered by a special fund, is down 
somewhat from 1971. The long-term trend of migration from rural areas 
into the cities has resumed after a slowdown in 1971. 


2. A Longer Look Forward 


On January 1, 1973 Italy will adopt the value-added tax and eliminate 
@ number of sales and consumption taxes. The revenue and price effect 


of this change is attracting wide attention in Italy. Observers feel 
that the price level increase (GNP deflator) in 1973 could be on the 


order of 7 percent, with perhaps 1-2 percentage points of the gain due 
to the value-added tax. On January 1, 1974 a single progressive tax 
on personal income will replace a variety of 16 different taxes and 


surtaxes. Similarly, a single corporate income tax will be introduced. 


Italy continues to face structural problems of regional imbalance, 
provision of schools, housing, and health services, and the urban and 


environmental challenges of a modern industrial society. As each of 


these problems is confronted, new possibilities of growth will arise 
ard will offer opportunities for United States exports. 





B. Implications for the United States 
1. Business Prospects Improving 


In spite of problems, the business community feels that the country 


has reached the turning point and that it is slowly emerging from the 
recession of the past two years. The renewed moderate optimism among 
business leaders is based on a number of factors, the most important of 
which include rising domestic demand, an upward trend in industrial 


production, increasing stock building, the good showing of Italian products 


in foreign markets, and particularly the excellent performance of the 
automobile industry. 


Whether the current modest business expansion will continue, 
possibly at a faster pace, hinges on the satisfactory solution of current 


labor contract negotiations. As noted in the previous section, these are 
off to a responsible start. 


Sustaining the upward trend in economic growth is the principal 
objective of both government and private enterprises, The public sector 
intends to continue playing a leading role in stimulating business 
activity. Many public entities have formulated important industrial 


development projects which, although less than predicted earlier, should 
generate new commercial opportunities. 


2. Upward Trend in Foreign Trade 


The foreign trade picture has been characterized by rising levels 
of trade, both on the export and import side. Italian trade statistics 
for January-July 1972 show that exports rose by 17.9% over the correspond- 


ing period of 1971 (10,6 billion vs $9,0 billion) while imports increased 
by 10.44 (10.8 billion vs $9.8 billion). There have been higher Italian 


purchases from major Common Market trading partners, e.g. France (25.7% 
increase), West Germany €11.64), and Benelux (13.345. Their shares of the 
Italian market have, however, remained essentially unchanged. 


Over the first seven months of 1972, Italian imports from the U.S. 
amounted to $963.6 million, registering a slight increase (0.7%). With 
respect to its share of the Italian market during this period, the U.S. 
lost some ground (9.2% against 10.0% the previous year), Commodity trade 


statistics, available for the first six months of the current year, 
indicate that Italian imports of U.S. raw materials, particularly coal, 
copper and copper alloys, declined. Decreases were also registered in 
Italian purchases of some U.S, agricultural products. Overall imports of 
soybeans and soybean meal dropped because of the shortage of supplies in 
major producing countries, e.g. the U.S., Brazil and China. Trade sources 
report that prices of soya products increased by as much as $20 per 
metric ton. Except for corn, imports of U.S. feeds and grains also 
decreased. Shipments to Italy of American machinery and equipment, iron 
and steel products, paper pulp, and paper board increased, 








According to trade circles, the upward movemeht in Italian imports 
should continue in the coming months. Due to the economic stagnation of 
the past two years, investment in capital goods and machinery have been 
limited. To cover this backlog, they foresee growing imports. They 
naturally envisage increasing commercial opportunities if the current 
recovery process is sustained. Business leaders also stress the need 
to strengthen the industrial sector and increase productivity by a greater 
use of automation in order to offset labor costs. 


It follows, then, that among product groups offering promising 
opportunities for American exports are process control and automation 
equipment, measuring and testing instruments; various types of machinery 
for the apparel industry, industrial and commercial security equipment, 
anti-pollution, sanitation and control materials and equip- 
ment, power systems, components and related equipment. 


3. IRI's 1972-1975 Investment Program 


State-controlled companies play an important role in Italy's 
economic growth. In particular, the Istituto per la Ricostruzione Indu- 
striale (I.R.I.), the giant state industrial finance corporation, 
participates actively in many industrial sectors. IRI, which is some- 
times referred to as the "state instrument of economic policy", with 
assets exceeding $3 billion and controlling a wide variety of companies, 
has just announced its 1972-1975 investment program. During this four 
year period, IRI's investments are planned in the amount of 5,564 billion 
lire ($9.6 billion). Almost half of this total or 2,560 billion lire will 
be devoted to the industrial development of the Mezzogiorno. At the same 
time, the private sector still accounts for 50% of annual direct 
industrial investment. in Italy. 


IRI has earmarked largest funds for telecommunications ($3.5 bil- 
lion) and the metallurgical industry ($2.9 billion). Other significant 
investment resources will go to the mechanical industry ($850 million), 
air transportation ($447 million) where IRI owns and operates the airline 
Alitalia, the electronic sector ($112 million) and food processing in- 
dustries ($83 million). 


IRI investment projects should offer expanding trade opportunities. 
Within the IRI complex, various companies are already formulating their 
own development initiatives. Alitalia, for instance, has come out with 
its five year (1972-1976) investment plan, which calls for the moderniza- 
tion of its fleet and purchases of planes, major procurement for which 
is planned from the United States. 


4, EFIM's Scheduled 1971-1975 Investments 


EFIM, a state-controlled corporation with a group of holding 
companies, is active principally in the mechanical and chemical sectors. 
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Its holding companies manufacture a wide range of electrical and 
non-electrical machinery, generators, pumps, compressors, loco- 
motives, railroad cars and agricultural tractors. 


EFIM's investment schedule for 1971-1975, approved by the Inter- 
ministerial Committee for Economic Planning (CIPE), calls for 
expenditures of $1,220 million, of which 90% will be concentrated in 
the Mezzogiorno. Of this total, $550 million is earmarked for the 
non-ferrous metals sector, e.g. aluminum, while investments are also 
planned in the mechanical industry and a wide range of manufacturing 
activities. 


5. EGAM's Investment Projects 


The state enterprise (EGAM) operates with twenty associated companies 
in three basic fields: mining, production of high quality steel 
(FINSIDER produces only ordinary steel) and manufacturing of textile 
machinery. To modernize and expand its plant facilities, EGAM will 
invest over the next three years a total of about $750 million. The 
bulk of these investments is intended for southern Italy. Major 
capital investments will be devoted to the metallurgical indust 

($375 million) and production of textile machinery ($220 wtillion. 





Even if your company 
is already exporting, 
some of these facts may surprise you. 


7 surprising facts about exporting 


1: Small businesses are big in export. 3 out of 5 United States exporters have 
fewer than 100 employees. 


2: Exports keep 3 million Americans working. Every $15,000 of exports 
equals 1 job. 
3: Taxes can now be deferred on 50% of export profits. 


4: United States exports are a $43 billion-a-year business, and growing 11% 
each year. 

5: Export sales of durable goods increased 17% during 1970 while domestic 
sales of the same goods declined 3%. 


6: 96% of all American firms sell only in the United States. 
7: Booth space at a Commerce Department Trade Center can cost as 


little as $400. 


A major California wine producer has demonstrated 
that it’s possible to market American wines in France. Sur- 
prised? Read on. 

You're probably aware of the effect of the new cur- 
rency realignments on selling overseas. Your goods are now 
priced more competitively in world markets. 

But are you aware that you need pay no tax on one- 
half of your export profits? Recent tax legislation permits 
companies engaged in export trade to set up a Domestic 
International Sales Corporation (DISC) and thereby defer 
Taxes on 50% of their export income. 


Exports— growth market of the year. 

Export sales help smooth our domestic cycles. Last 
year exporters discovered that many of their off-shore 
markets were recession-proof. During 1970,domestic sales 
of durable goods shrank. But export sales of those same 
goods increased by 17%. Exports proved to be the growth 


market of the year. And they continue to grow at an average 
of 11% a year—about one-third faster than the growth of 
all U.S. industry. 
You don’t have to be big to be 
profitable in exporting. 

If your firm has less than 100 employees, you should 
know-that the majority of other exporters are about your 
size. More than three out of five, as a matter of fact. A 
manufacturing firm in Minnesota, with only 26 employees, 
is a case in point. Five years ago, they weren't even in ex- 
port. Now it’s 25% of their business. And the extra volume 
helps them get longer production runs with lower unit 
costs. Often, the added volume is without added capital 
investment. 

A helping hand for U.S. exporters. 


Take advantage of all the services available to you 
from the U.S. Department of Commerce. The Department 












and its 42 Field Offices can help you pinpoint the likeliest 
markets, by providing you with the research, marketing 
data and trade statistics you need. They can also help you 
expand into new markets. Like the Mississippi pump 
manufacturer who was selling successfully in Europe. After 
Commerce specialists came up with a report on marketing 
in Japan, he developed even bigger sales there than in 
Europe. He’s not alone. Of the firms using Commerce 
services, 60% have increased export sales. 
Expanding your distribution. 

The Commerce Department has ready access to 
135,000 overseas distributors and manu ’ agents 
who want to represent American firms. You can choose a 
distributor from existing lists, or, for a nominal fee, the 
— ent will find a special agent to handle your specific 

ucts. 

In addition, as 1,800 American businessmen have 
done in the past five years, you can join a Trade Mission 
and travel overseas with the Mission to make commercial 
contacts.. If you prefer to go it alone, the Department will 
arrange on-the-spot help from any of the 468 commercial 
and economic officers attached to our 152 Embassies and 
Consulates. 

Showing your wares. 

Another example of the services available to you is 
our operation of nine permanent overseas Trade Centers 
in Europe, Asia, Australia and Latin America. At Trade 
Centers, American manufacturers show their goods to au- 
diences representing up to 80% of the purchasing power 
in these markets. Last year, Trade Centers produced $209,- 
000,000 in sales for U.S. firms. 

Or, you can participate in International Trade Fairs. 
The cost can be as low as $850 for space. The rewards can 
be high—$127,000,000 in immediate sales for these U.S. 
exhibitors last year. 

The Commerce Department provides booth design 
and construction at Trade Centers and Fairs, as well as 
advance promotion and personal calls on promising cus- 
tomers to ensure their attendance. 


Exports mean diversification for your company. 
96% of all American firms sell only in this country. 
Ridiculous! For most, the cost of constantly changing prod- 
uct lines, with all the attendant start-up and marketing 
expenses, is greater than learning to export existing 
products. Exporting adds years to many a product line. 
Take the case of a Texas manufacturer of car and truck air 





conditioners. The domestic market was levelling off as 
more cars and trucks were sold with air conditioning as 
original equipment. The Texas firm “diversified” by ex- 
porting its existing products to Japanese car manufacturers 
—with great success. 

About financing, insurance and taxes. 

The United States Government helps finance Ameri- 
ca’s exports. The Export-Import Bank of the United 
States (Eximbank) offers direct loans for large projects and 
equipment sales which require long term financing. It also 
cooperates with commercial banks in providing credit to 
overseas buyers of U.S. exports. Exim provides guarantees 
to commercial banks who in turn finance export sales. And 
now, by creating a Domestic International Sales Corpora- 
tion (DISC), you can defer Federal income taxes on one- 
half of your export profits, so long as those profits are used 
to increase exports. 

The time is now. 

If you're already exporting, it's time you broadened 
your overseas markets. If you're not in exporting, it’s time 
you got started. 

There's no great mystery —and a lot less red tape than 
you think. The Department of Commerce will show you 
how to get started. Exports mean profits. Find out for your- 
self. Send the coupon below. 

Or, better yet, write directly to: 

Director, Bureau of International Commerce, U.S. Depart- 
ment of Commerce, Washington, D.C. 20230. 
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